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Do forest owners understand 
tax prov~s~ons'! 

by Tom Straka and psixrate forest Ia~ido~vtiers in South C'xroIina 

John Greene to find ou t  whether they k ~ i e ~ v  about seven 
beneficial federal income tax provisions, 
~vhether  they uscci the provisions they Itnew 

n the hlar ih  2004 issue of  Forest Proifzlcts ,I~,out and,  i f  not, M.lly Ilot. 
Erjz~ipi7lmrt, 71'l~orn J .  h,lcEvoy noted that, h.Iost of  the  owners surveyed iiad a 
" s t~~rnpage  I>liyers who are able to brief forestry b a c ~ g r o L l n ~ ,  For rsalllple, 
ospective clients on the tax implications over tt,20-tllirds had a I,,ritte,, forest 

o f  a pending sale are often far more  lil<eiy pi,1n, yet, o n l y  a ,yere 
to win a client's I,usiness than even buyers aware of ,Ill tax provisions, allii 13 
who offer higher stumpage rates." This is percent not aware of any, 
because woodland owners know that it 
is after-tax profit that is important.  lhs The federal income tax 
savings cull easily make a bid more  
competitive. Four of the seven ietleral income tax pro- 

Taxes are a major cost of  forest owner- eci are available to taxpayers 
i;liip and management. hlcEvoy noted that c first is long-term capital 
"tax laws arc conft~sing, especially as they for the sale or disposal of an 
apply to timber, ~inci they are always chang- 
ing. f-lowever, timber buyers wlio know the 
laws well e i io i~gh to explain them to 
prospective clieilts are consisteiitiy Inore 
uccessf i~l  procurement agents t h m  their 
c i ) ~ ~ ~ ~ t e r p a r t s . "  1owe1- rate tlian ordinary incoinc. 

FIow  ell c i o  forest o\vi~crs reL~I1v ~ lnde r -  
stnntl the tas IIILVS? Re~eC~rche r s  fro111 t h ~  
(;lemson 1Jnivei-sity l>epnrtnient 01' y and iiecessary" costs 
1:orestry ,uiti Natural Resources ; I I ~ C ~  the nagelnent, consi~ltirig 
LTSIIA Forest Service Southern 1:esearch 
Ststion recently sur-veyeil noiiinduatrial, 

Figdre 1 Prrcerit of forest owners who were athare of eacri heneiicial iricorne tax provision 
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The extmt  to ivhicli owners can tieduct 
these costs clepe~ids o n  their level of partici- 
p;ttioii in management of the forest. Oktrners 
ivho qua l ih  ,is "rn,iterial particip:intsn can 
iuily deduct the c o t s  agairist income from 
,in? milrce. Oivi~ers ivho cliialify 3s i~ivestors 
or  \\-ho i a i~ i io t  riieer the tests for m ~ t e r i a l  
[~'irticipatioii face n niiiiiber o i  restrictio~is. 

'[he third provision is depreciation a r ~ d  
the section 179 ded~ic t ion for inconie- 
producing property. llepreciation ,illows 
owners to deduct over a specified recovery 
period the cost of equipment-machinery, 
biiildings, fences--that they use to produce 
income from their forest. Under section 
179, I>n owner can cieduct outright LIP to 
S107,OOO per year i for 2004) o i  the cost of 
equipment or  machinery they acquire to 
produce income insterid of depreciating it. 

S 1,000 niaxirnu~n. 
The sixth provision, amortization of 

cludifying refi>restation expenses, permits 
forest owners to amortize (write off) over 
eight years up to 510,000 per year of their 
expenses to est,ibiisli or  reestablish trees. 
This provision and the reforestation tax 
credit are iin1;ed; olvners who use the refor- 
estation t,ix credit must ciecrease the  
amount  they 'irnortize by half of the tas  
credit taken. 

The seventh pro'rrision permits owners to  
exclude from their gross income a calculat- 
eci part of qualifying government cost-share 
p ~ y n ~ e n t s  they received for pr.1-t' , c ices to 
establish o r  reestablish trees. It is likely that 
the frill amount  of the cost-share payments 
will be excludable for owners \\rho recently 
harvested timber from the ai-ea. 

i\Il owners who hold their forest to produce 
iiicomc, cvhether as an  investment o r  as part Study findings 
of 3 trade or  business, can take depreciation Sonic 87 percent of the forest owners 

deciuctions, but  o\vners who jlold their who responded to the survey were rtware of 

forest as part Of  a trade or bllsiness qilalifj, at least one  of the seveii federal income tax 

for the section 179 deduction. provisions examined. Eight percent were 

~h~ foLlrtll provision is a deduction for aware of only one provision, but  awrlreness 

losses other i n v o l u n t a r y  conver. generally increased with number  o f  provi- 
s ions ,  uncier it, forest owners .Lvhr,se timber sions, so that 25 percent of the olvners were 

i s  (iarnaged Or  destroyed by a r latural  or ~iware of  all s e ~ ~ e i l  provisions. 

lnan.madc clisclster, stolen, or At illst under 80 percent, o\vner awarc- 

[;i[ied by a severe insect disease attack, ness was higliest for two of the provisions 

can take a cict~uctioll eclual t l leir  basis availsble to t'ixpayers in general-treat- 

(investment) in the timber that was lost. ment  of q~ialifying income as a iorig-term 

.]'he rclnail,illg ,,rO,,isions av,lilllhlc capital gain and aiiri~iai deduction of niaii- 

to hrest owners, 7.he [ifill is tilc refOr- , agenia i t  expenses. Arnorig owiiers cvho 

c s t a t i O n  tax cre t i i t ,  perccllt inves t lnen t  Airare of these provisioris, ~ i s e  riiso was 

cl-edit tip sl(,,OoO per year spent :it ro~ighly 85 percent i l'igur-e 7 ) .  

a owl,el. to estai,lisll or reestai,lisll I 0ivner  awarcncss o i t h c  oilier p i -ovis io~i~ 
tilni ,er  on property tl ley l . ~ l e  I available to taxpayers in general--cieprecia- 

i s  , f , r e c L l c t l l  ill l i e  ti011 and the section 179 dcd~ict ion and 
,iniount of tax the oivr~cr owes, LIP? to the Continued on page 36 

fz!yure 2 Percenr of foresr owners who had useci beneficla! incorrie tax provlstons [hey were 
aviaie oi 

Why bring the  wood to  t h e  splitter? 
Start bringing the  splitter to t h e  wood!!! 

Loa L ~ f t  
Self Contained 4 

25 Convevor Belt :r 
5 Second Cycle Time 

Full Line Of 

Power TOLL FREE: 

Split 1-888-41 4-2261 

International INC. 
www.powerspl i t .com 

The 1.5.3'0 h o n d l s  logs up to 30'diameter io 21 h ,  rtondord. Ertro trotk redionr 
ore ovoiloble. There are ihe high& produt~ion mills in o u r  line up. A tuning roieol 
up to 2 h per retond giver good produttion in even the rmollert oldinenrion cuHin5 
With !he built-in edger there is no log turning ond with ihe edger raw trailing, the 
heod rowexik the rut  I r t  sa ihe edger row releorer !he ienrion in the log oher the 
heod sow posses. This sow tomhinotion olso edrottr more lumber from the log vi~h 
.,.- the edoerrow troilino the heodrow. 

Box 327, Loc L. Hache, BC Conodo, VOK IT0 
Telephone: (250)396-4607 FAX: (250)396-4609 

Year! , 

PhonciFax- 320-679.9835 Cell 612.J90-8620 *- 
,,,*A w a a  I,.#, $lorind con,. E.,rnli c"ucr'.i:r,,,,cilnd co in  2- 

2266 nw." 55. r .~o~a .  8 . 5 ~  i s n i t  
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/ FREEROLL USA. INC. I 
216-695-5420 - C,>x 216-751-8085 

CGORDON827Daol corn ..- - --.. - .- ..... 

Sample Sizes . . . . .  1 Not aware of any provisions 
I 

. . . . . . . . .  Aware of one provision 
SIZE TdiCK X W D E  X PiGH X LONG 

2 x 5 ~ 4 8 ~ 4 8  2 5 ~ 6 x 6 0  CL iV 
2 x 6 ~ 4 8 ~ 9 6  3 x 7 ~ 4 8 ~ 6 0  

2 2 5 x 6 ~ 4 8 ~ 4 8  3xax48x i2  
2 5 ~ 6 ~ 4 8 x 9 6  3  5 x 7 ~ 4 8 ~ 9 0  

2 5 x 8 ~ 4 8 ~ 9 6  3  5 ~ 6 x 3 6 ~ 6 0  

1 

Aware of two provisions 

. . . . . . .  Aware of three provisions 
I 

I Aware of four provisions . . . . . . . .  
I * U.S. Stocking Distributor 

* Tubes & Hooks Mounted per your specs 
* Fork Carriages Available 
* Full Taper Forks - 
* Bucket Teeth 
* Attachments for wheel loaders & excavators 

. . . . . . . .  i Aware of five provisions 
I 
1 Aware of six provisions . . . . . . . . .  

1 Aware of all seven provisions . . . . .  
- - - - .-. 

Table 1 Nurnber of beneficial federal income t ax provisions forest owners $)ere aiaare of 
1 FAHR ROADCRUSHER'" / 

benefit was too slnall to bother with or  the 
provision didn't apply to their situation. An Eye to the Tax Man 

Continued from page 35 
Conclusions 

The study findings sound a clear call for 
additional efforts to irnprove forest owner 
awareness of beneficial federal income tax 
provisions, especially the provisions 
designed specifically for them. The tradi- 
tional approaches using tax handbooks, 
short  courses, niagazine articles and  
Extension workshops have yielded the 
results we have to date, anti certainly need 
to be con t in~ ied .  However, additional 
, i pp rox l~es  ainied at informillg owners of 
the tax i~nplications of other forest uses- 
iiolltraciitioi~ul procl~~cts,  recreation, stew- 
ardship, etc.-offer an approach that would 
appeal to the interests of additional owners. 

hlcEvoy has identified a n  opporturlity for 
stumpage buyers. If they can proviile basic 
information on  the incoiiie tax provisio~ls 
that effect forestry, they are likel!. to add 
something that will add val~le  to forest 
owners' timber sales. l 'h is  presents 'In out- 
standing oppor t t~ni ty  to eriha~ice proiure- 
nient opportunities and to incl-ease forest 
owners' I<no~\~ledge of basic foresti-y income 
tax pro\~isions. fPf 

' YOUR TOTAL FOREST ROAD 
RESURFACING SOLUTION! 
Stop Gradinq Rocks - CRUSH Them deductions for involuntary conversions- 

was ~ n ~ i c h  lower at  50 to 60 percent. i lhout  
66 percent of owners who were aware of 
depreciation and the section 179 deduction 
~lsed them, b ~ i t  only 23 percent of owners 
who were aware of the deduction provision 
for involuntary conversion had used it. 

Only about 50 percent of forest owners 
were aware of the three tax provisions 
i~itencieti specifically ti,]- them-the refor- 
estation tns credit and aliiortization provi- 
sions ailti the ability to e x c l ~ ~ d e  clllalifying 
reforestation cost-share payments f rom 
gross incolne. iipproxin-iateiy SO pei-cent o f  
owners who knerv about reforestation tax 
credit 31i~l ;iniortiz,ltion, tliougli, had ~ l s e d  
the provisions. 

Among the o~\ .ners  siirveyeci, tliose who 
knew a b o ~ ~ t  a11y of  the herietici:ll income 
tax provisions were niorc lil;ely to belong to 
;I forest owiier organization, have a ~vritte11 
forest managenlent plan, and have ,I higher 
total hoiiseholci income t1i:un those who did 
not. In rnost cases, owners who knew about 
3 provisiori tilso .rre~-e 1ii;ely to o\\.n more  
acres of lanci o~rerall, inore c1crc.s of forest 
;ind to  ha\^ niore formal education than 
those ~ v h o  did not. 

111 contrast, there \v3s little difference 
ix t~veen owners who iiseci the tax provi- 
sions they I<ne\v n b o ~ t  anti those \\.lie did 
not. Owners who i l i o s ~  not to use a provi- 
sion they were a.w,ll-e of ~isit;~lly believed the 

Increases Productivity of 
Timberwolf TW-6  Log Splitte 

Timbernoif s nnJ6 is the cornpanvs most powerful wood 
splitter delivering 28 tons of force wiih an 8.secorld cycle 
time Timbe~j~cl i  now oners a back saver package 
for the TNS designen to reduce strain aod increase 
producrivit/ The option packase inclhdes 

j "  

* Hvdraulic log liii - easliy raises loas up to 500 lbs 
on to ine cranle 

* 6-way weage Is f ~ ~ r h e :  reduce s~ i i i i ing  trrne 
* Table grare for collecting wood ar splitter reignt for 

-... ...... 

7'iiornizs J .  Strirkn is 11 pr-ot2sio1. w i th  
Clrtnsoil L:tzi\,crsity, l I e p [ ~ r t n i t , l ~ t  11f 
Fort,stry i l t i i f  R'ntuml Xesolirccr, (,l~~iirco~z, 
5. (, Jol~ii  L .  Greclle is Rejeai.cil 1:orcitcr 
wit11 USIIA Forest Service Soiitlierll 
I?esctzrcll Stiltioti, !Vetv Orle(liis, 1.11. This 
i t l c ~ f y  tvtls fiinded by the USl l i l  ibrest  
Scrt.icc Soritllcrll Reserlrcil Statjoll. 
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